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RIN 1545- AT71

El ection to Anortize Start-Up Expenditures

AGENCY: Internal Revenue Service (IRS), Treasury.

ACTI ON: Noti ce of proposed rul enaki ng and notice of public hearing.

SUWMARY:  This docunent contains proposed regul ati ons concerning start-up
expendi tures under section 195. The proposed regul ati ons provide rul es and
procedures for electing to anortize start-up expenditures under section 195.
The regul ations affect all taxpayers wishing to anortize start-up expenditures
under section 195. This docunent al so provides notice of a public hearing on
t hese proposed regul ati ons.

DATES: Comments and outlines of topics to be discussed at the public hearing
schedul ed for June 2, 1998, at 10 a.m, nust be received by April 13, 1998.
ADDRESSES: Send submi ssions to: CC DOM CORP: R (PS-36-81), room 5228,

I nternal Revenue Service, POB 7604, Ben Franklin Station, Wshington, DC
20044. In the alternative, subm ssions nmay be hand-delivered between the
hours of 8:15 a.m and 5 p.m to: CC DOM CORP: R (REG 209373-81), Courier’s
Desk, Internal Revenue Service, 1111 Constitution Avenue NW, Washi ngton, DC,

or

electronically, via the IRS Internet site at:

http://ww.irs.ustreas. gov/prod/tax_regs/coments.htm . The public hearing
will be held in the NYU O assroom Room 2615, Internal Revenue Building, 1111
Constitution Avenue, NW Washi ngton, DC

FOR FURTHER | NFORMATI ON CONTACT: Concerning the regul ations, David Selig,
(202) 622-3040; concerning subm ssions and the hearing, LaN ta VanDyke, (202)
622-7180 (not toll-free nunbers).



SUPPLEMENTARY | NFORMATI ON
Paperwor k Reduction Act

The collection of information contained in this notice of proposed
rul emaki ng has been submtted to the Ofice of Management and Budget for
review in accordance with the Paperwork Reduction Act of 1995 (44 U. S.C
3507(d)).

Conments on the collection of information should be sent to the Ofice
of Managenent and Budget, Attn: Desk O ficer for the Departnment of the
Treasury, Ofice of Information and Regul atory Affairs, Washi ngton, DC 20503,
with copies to the Internal Revenue Service, Attn: |IRS Reports C earance
O ficer, T:FP, Washington, DC 20224. Conments on the coll ection of
i nformati on should be received by March 16, 1998.

Comments are specifically requested concerning:

Whet her the proposed collection of information is necessary for

the proper performance of the functions of the Internal Revenue

Servi ce, including whether the information will have practical utility;

The accuracy of the estinmated burden associated with the proposed collection
of information (see bel ow);

How the quality, utility, and clarity of the information to be collected may
be enhanced;

How t he burden of conplying with the proposed collection of information may be
m ni m zed, including through the application of automated collection

techni ques or other forms of information technol ogy; and

Esti mates of capital or start-up costs of operation, nmaintenance, and purchase

of services to provide information



The requirenment for the collection of information in this notice of
proposed rulemaking is in 81.195-1(c). This information is required by the
IRS to establish that a taxpayer properly has made an election to amortize
start-up expenditures under section 195. This information will be used to
determine whether the amount amortized under section 195 has been computed
properly. The likely respondents are businesses and other for-profit
organizations. Responses to this collection of information are required to
make an election to amortize start-up expenditures under section 195.

Estimated total annual reporting burden: 37,500 hours.

The estimated annual burden per respondent varies from .10 hours to .50 hour,
depending on individual circumstances, with an estimated average of .25 hours.
Estimated number of respondents : 150,000.

Estimated annual frequency of responses: one-time election.

An agency may not conduct or sponsor, and a person is not required to
respond to, a collection of information unless the collection of information
displays a valid OMB control number.

Books or records relating to a collection of information must be
retained as long as their contents may become material in the administration
of any internal revenue law. Generally, tax returns and tax return
information are confidential, as required by 26 U.S.C. 6103.

Backgr ound

This document contains proposed amendments to the Income Tax Regulations
(26 CFR part 1) to provide regulations under section 195 of the Internal
Revenue Code. Section 195 was added to the
Internal Revenue Code of 1954 by section 102 of the Miscellaneous Revenue Act
of 1980, and amended by section 94 of the Tax Reform Act of 1984.

Section 195 generally provides that no deduction is allowed for start-up
expenditures unless the taxpayer elects to amortize the expenditures. If the
taxpayer elects to amortize start-up expenditures under section 195(b)(1), the
expenditures are amortizable over a period of not less than 60 months

beginning



with the nonth when the active trade or business begins. Under section
195(d), an election to anortize start-up expenditures nmust be made not |ater
than the tine prescribed by law for filing the return for the taxable year in
whi ch the active trade or

busi ness begi ns (including extensions thereof). Announcenent

81-43 (1981-1 |I.R B. 52) described the time and manner for naking this

el ection.

An expense is a start-up expenditure if it satisfies two conditions.
First, the expense nust be paid or incurred in connection with any one of the
following: (1) creating an active trade or business, (2) investigating the
creation or acquisition of an active trade or business, or (3) any activity
entered into for profit and for the production of incone before the day on
whi ch the active trade or business begins, in anticipation of the
activity beconmi ng an active trade or business (expenditures in this |ast
category are start-up expenditures only if they are attributable to periods
after June 30, 1984).

Second, the expenditure nust be of the type that, if paid or incurred in
connection with the operation of an existing active trade or business in the
sane field as that being entered into by the taxpayer, would be allowable as a

deduction for the taxabl e year when paid or incurred.

Expl anati on of Provisions

The proposed regul ations provide that an el ection to anortize start-up
expenditures is made by attaching a statenent to the taxpayer’s incone tax
return. The incone tax return and statenent nust be filed not later than the
date prescribed by | aw
for filing the inconme tax return (including any extensions of tine) for the

t axabl e year when the active trade or business begins.



The IRS is interested in ways to sinplify the filing of elections. The
proposed regul ations are intended to sinplify the filing of section 195
elections in two ways. First, the proposed regulations clarify that a
taxpayer who is uncertain as to the year in which the active trade or business
begins need not file an election for each possible taxable year. Rather, a
section 195 election for a particular trade or business will be effective if
the trade or business becones active in the year for which the election is
filed or in any subsequent year. |In developing this notice of proposed
rul emaki ng, nore burdensone methods of making the el ection were considered and
rejected. For exanple, an approach that would have required taxpayers to file
an el ection statenent each year was rejected. Second, the proposed
regul ati ons al so all ow taxpayers who have nade tinely el ections under section
195 to file a revised statement with a subsequent return to include any start-

up expenditures not included in the original statenent.

Speci al Anal yses

It has been determined that this notice of proposed rulemaking is not a
significant regulatory action as defined in EO 12866. Therefore, a regul atory
assessnent is not required. It is hereby certified that these regul ations do
not have a significant inpact on a substantial nunber of small entities. This
certification is based upon the fact that the time required to prepare and
file the election statement is mnimal and will not have a significant inpact
on those small entities that choose to nake the election. Therefore, a
Regul atory Flexibility Analysis under the Regulatory Flexibility Act (5 U S. C
chapter 6) is not required. Pursuant to section 7805(f) of the Interna
Revenue Code, this notice of proposed rulemaking will be subnmitted to the
Chi ef Counsel for Advocacy of the Small Business Administration for comrent on
its inmpact on small business.

Conment s and Public Hearing



Bef ore these proposed regul ations are adopted as final regul ations,
consi deration will be given to any comments that are submitted (in the manner
described in the ADDRESSES caption) tinely to the IRS. Al conments will be
avail able for public inspection and copying.

A public hearing has been schedul ed for Tuesday, June 2, 1998, at 10
a.m in the NYU O assroom Room 2615, Internal Revenue Building, 1111
Constitution Avenue, NW Washi ngton DC.

Because of access restrictions, visitors will not be admtted beyond the
I nternal Revenue Building | obby nore than 15 minutes before the hearing
starts.

The rules of 26 CFR 601.601(a)(3) apply to the hearing.

Persons that wish to present oral comments at the hearing nust submt

coments by [INSERT DATE 90 DAYS AFTER DATE OF PUBLI CATION OF TH S DOCUMENT I N

THE FEDERAL REJ STER and submit an outline of the topics to be discussed and

the time to be devoted to each topic by [ INSERT DATE 90 DAYS AFTER DATE OF

PUBLI CATI ON OF THI S DOCUMENT | N THE FEDERAL REG STER.

A period of 10 minutes will be allotted to each person for making
conment s.

An agenda showi ng the scheduling of the speakers will be prepared after
the deadline for receiving outlines has passed. Copies of the agenda will be
avai |l able free of charge at the hearing.

Drafting I nformation

The princi pal author of these regulations is David Selig, Ofice of the
Assi stant Chi ef Counsel (Passthroughs and Special Industries), IRS. However,
ot her personnel fromthe IRS and Treasury Departnment participated in their
devel opnent .

Li st of Subjects in 26 CFR Part 1



I nconme taxes, Reporting and recordkeepi ng requirenents.
Proposed Amendnents to the Regul ations

Accordingly, 26 CFR part 1 is proposed to be anended as foll ows:

PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 continues to read in
part as foll ows:

Authority: 26 U S.C 7805 * * *

Par. 2. Section 1.195-1 is added to read as foll ows:

81.195-1 Election to amortize start-up expenditures.

(a) In_general. Under section 195(b), a taxpayer may elect to amortize
start-up expenditures (as defined in section 195(c)(1)). A taxpayer who
elects to amortize start-up expenditures must, at the time of the election,
select an amortization period of not less than 60 months, beginning with the
month the active trade or business begins. The election applies to all of the
taxpayer's start-up expenditures. The election is irrevocable and the
amortization period selected by the taxpayer in making the election may not
subsequently be changed.

(b) Time and manner of making election . The election to amortize start-

up expenditures under section 195 shall be made by attaching a statement
containing the information described in paragraph (c) of this section to the
taxpayer's return. The statement must be filed no later than the date
prescribed by law for filing the return (including any extensions of time) for

the taxable year when the active trade or business begins. The statement may
be filed with a return for any taxable year prior to the year in which the
taxpayer's active trade or business begins, but no later than the date
prescribed in the preceding sentence. Accordingly, an election under section
195 filed in a taxable year prior to the year in which the taxpayer's active

trade or business begins will become effective in the month for the later year

in which the taxpayer's active trade or business begins.



(c) ILnformation required. The statenent shall set forth

a description of the trade or business to which it relates with sufficient
detail so that expenses relating to the trade or

busi ness can be identified properly for the taxable year in which the
statenent is filed and for all future taxable years to which

it relates. To the extent known at the tinme the statement is filed, the
statenent al so shall include a description of each start-up expenditure

i ncurred (whether or not paid); the nonth when the active trade or business
began (or was acquired); and the nunber of nonths (not |ess than 60) over
whi ch the expenditures are to be anortized. A revised statenent to include
any start-up expenditures not included in the taxpayer’s original election
statement may be filed with a return filed after the return that contained the

el ection.



(d) Effective date. This section applies to elections filed on or after

the date final regulations are published in the Federal Register.

Deputy Conmi ssioner of Internal Revenue

M chael P. Dol an



